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SUBJECT: NEW CENTRAL BANK CREDIT RESTRAINTS FOR 1978 

1 . SUMMARY: NOTING NEED FOR REDUCED EXTERNAL DEFICIT IN 1978, BANK OF 
PORTUGAL ON JAN. 19 NOTIFIED COMMERCIAL BANKS OF NEW CREDIT RESTRAINTS. 


END SUMMARY. 
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2. ACCORIDNG TO NEW POLICY ANNOUNCED BY CENTRAL BANK JAN 19, 
MONTHLY INDICATIVE CREDIT CEILINGS WILL BE ESTABLISHED FOR 
INDIVIDUAL COMMERCIAL BANKS. EACH MONTH CENTRAL BANK WILL NOTIFY 
COMMERCIAL BANKS OF BOTH THEIR INDICATIVE LEANDING CEILINGS FOR 
FOLLOWING MONTH AND THEIR TENTATIVE CEILINGS FOR SUBSEQUENT TWO 
MONTHS. ALTHOUGH CEILINGS ARE ONLY INDICATIVE, CENTRAL BANK WARNS 
THAT THEY MAY BECOME MANDATORY. PREFERENTIAL CREDITS (IE., 
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THOSE FOR SELECTED INVESTMENTS AND MEDIUM EXPORT FINANCING) 

WILL BE EXEMPT FROM INDICATIVE CEILINGS. 

3. FOR JANUARY 1978, OUTSTANDING CREDITS FOR EACH BANK MAY 

BE NO MORE THAN 5 PERCENT ABOVE BANK'S AVERAGE OF JULY-OCTOBER 1977. 
FEBRUARY AND MARCH CEILINGS TENTATIVELY SET AT 4.1 AND 5.5 
PERCENT, RESPECTIVELY, ABOVE BASE (JULY-OCT 77 AVERAGE). 

PREFERENTIAL CREDITS ARE EXCLUDED IN CALCULATIONS OF BASE AS 
WELL AS CEILINGS. 

4. COMMENT: REASONS CITED BY CENTRAL BANK FOR NEW CREDIT GUIDE- 
LINES ARE THREEFOLD. FIRST IS RECOGNITION THAT INTEREST RATE 

AND DISCOUNT POLICY PURSUED LAST YEAR WERE INADEQUATE TO PREVENT 
SPECULATIVE IMPORT FINANCING. SECOND IS NEED TO CURTAIL 
CREDIT EXPANSION DURING DEC-FEB, A PERIOD IN WHICH GROWTH IN 
LIQUIDITY NORMALLY ACCELERATES BECAUSE OF GOP'S STEPPED-UP 
BORROWING FROM CENTRAL BANK TO FINANCE BUDGET DEFICIT. THIRD 
IS CENTRAL BANK'S DESIRE TO GAIN MORE EXPERIENCE IN APPLYING 
CREDIT CONSTRAINTS, EXPERIENCE THAT MAY BE NECESSARY TO IMPLEMENT 
THE ANTICIPATED AGREEMENT WITH IMF. 

5. CENTRAL BANK ESTIMATES THAT TOTAL COMMERCIAL BANK CREDIT, MINUS 
PREFERENTIAL FINANCING, AVERAGED 450 BILLION ESCUDOS DURING BASE 
PERIOD JULY-OCTOBER 1977. THAT LEVEL REPRESENTED ABOUT THREE 
FOURTHS OF AVERAGE TOTAL DOMESTIC CREDIT DURING THAT PERIOD. 
ASSUMING A) SAME RELATIONSHIP OF BASE COMPONENTS TO TOTAL CREDIT 
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AT YEAR-END 77, AND B) USING CENTRAL BANK'S ESTIMATE OF 647 
BILLION ESCUDOS FOR TOTAL YEAR END DOMESTIC CREDIT, CREDITS 
SUBJECT TO CEILING GUIDELINES COULD HAVE GROWN TO 485 BILLION 
ESCUDOS BY DEC 31, 

OR 14 PERCENT HIGHER THAN JULY-OCT BASE. NEW MEASURES, THEREFORE, 
COULD REPRESENT CUTBACK OF 10 BILLION ESCUDOS FROM END OF 
DECEMBER 77 TO END OF MARCH 78 FOR THE MONITORED CREDIT 
CATEGORIES. SUCH RESTRAINT PROBABLY WELL EXCEEDS REQUIREMENTS 
TO STAY WITHIN IMF-PROPOSED TARGET, IF WE ASSUME RESTRAINED 
CENTRAL GOVERNMENT BORROWING FROM CENTRAL BANK AND RELATIVELY 
NORMAL GROWTH IN NON-MONITORED CREDIT CATEGORIES. 

6. REASON FOR SEVERITY OF SQUEEZE IS NOT ALTOGETHER CLEAR. 

THE CENTRAL BANK/GOP MAY HAVE AIMED FOR LOWER THAN"NECESSARY" 
CEILINGS SIMPLY TO RETAIN GREATER FLEXIBILITY OF RESPONSE TO 
UNFORESEEN DEVELOPMENTS. 

OKUN 
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